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A Montana Depariment of Revenue

PUAPPPPPPPIIIPS

Dan Bvucks Brian Schweitzer
Director Governor
Date: January 14, 2009
To: "~ Rep. Richard Barrett
Rep. Bob Lake
From: Dan Dodds, Tax Policy Analyst
Subject: State Taxes and Gross State Product

You asked to see a graph of state and local taxes in Montana compared to gross state
product (GSP). The first of the three attached graphs shows state and local taxes as a
percentage of gross state products from 1981 through 2007, which is the last year for
which GSP estimates have been released. -

The second and third graphs show additional information related to the period from

2000 through 2006 when the ratio of taxes to GSP dropped and then returned to its
previous level. The second graph is the same as the graph on the bottom of page 24 of .
the department's Biennial Report. It shows drops and recoveries of revenue in the 2000
through 2006 period for property taxes and income taxes. '

The 1999 legislature made several structural changes to property taxes, reducing tax
rates for several classes of property and exempting some property from taxation. This
reduced property tax revenue for fiscal year 2001. Over the next several years, local
mill levies increased and revenue returned to about its pre-2001 trend.

The drop and recovery in income tax revenue is largely related to changes in types of
income that are tied more to the national economy than to the production of goods and
services in Montana. The third graph shows the three most important of these, capital
gains, interest, and dividends. Capital gains and dividends both peaked in 2000 and
then dropped for two years before beginning to rise again. Interest income peaked in

2001 and then dropped each of the next three years before beginning to increase again
in 2005.
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